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The arguments for free trade examined in the 
light of differing economic conditions and the 
needs of our own and of other nations. 
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A Protectionist Comments 


N the Monday following submission of 

the Randall Commission’s report on 
economic policy a national newspaper colum- 
nist commented that the report probably 
would find little popularity with business 
people. 

His comment was based on the assumptior 
that American businessmen are pretty well 
divided on opposite sides of the tariff “fence’’ 
and that the Commission’s report appeared to 
straddle the fence, and, therefore, would be 
too “liberal” to suit the protectionist group 
and too “protectionist” to appeal to those 
favoring free trade. 

He may have been right. At least it is not 
difficult to arouse a lively argument as to 
whether the report was “protectionist” or 
“free trade” in its fundamental “leaning.” 

As one who favors a system of protective 
tariffs, I would be inclined to regard it as 
leaning toward free trade. Yet, in the objective 
view, I certainly cannot claim that its angle of 
inclination is extreme. 

This leads to the thought that while tariff 
opinion may range between extreme positions 
of black and white, there are numerous shades 
of gray within this area. And my observation 
of history tells me that, in the end, we shali 
probably compromise upon some shade of 
gray as the solution to our problem. This still 
leaves plenty of room for debate as to which 
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shade is going to be best suited to the welfare 
of the United States and to generally improved 
conditions among the nations of the free 
world. 

I would not for a moment contend that our 
present system of tariffs or our international 
economic policies are without flaw. I could 
easily be convinced that certain of our import 
duties are too high; although I would counter 
with the opinion that there are also some 
which are too low. 


An Unfamiliar and Hazardous 
Road 


My deep concern is that we not be stam- 
peded down an unfamiliar and hazardous road 
from which it would be most difficult to turn 
back. It is unfamiliar because we have no 
adequate precedent upon which to accurately 
predict the multiplicity of effects which could 
result from a general lowering of scrapping of 
our tariff barriers. And it is hazardous because 
damage is always more difficult to mend than 
to prevent. 

Likewise I recognize that the position of 
leadership which this country has come to 
occupy imposes upon it a high degree of re- 
sponsibility for the welfare of other nations. 
But while I favor progress and improvement 
I think we should exercise extreme caution in 
tampering with a piece of machinery that is 
already operating quite effectively, and above 
all we must not destroy or impair our own 
economic health. 
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Finally—and the Randall report recognizes 
this—the road to global economic betterment 
is not a one-way street marked “U. S. Tariffs.” 
The economic ills of the world are complex 
and deeply rooted, and while we may be able 
to “lead,” to suggest, to encourage, we cannot 
by any force or cajolery change the business 
and social mores of other nations, stabilize 
their currencies or erase traditional suspicions 
and animosities. 


Principal Arguments for 
Free Trade 


The principal arguments for free trade, or 
“freer” trade, revolve pretty much around one 
or more of the following points 

1. We need larger export markets to absorb 
productive capacity in excess of our own re- 
quirements. We can only sell more abroad by 
buying more abroad unless we propose to con- 
tinue giving foreign nations this additional 
purchasing power in the form of aid. 

2. Foreign nations whose production is less 
diversified than ours need to import more 
goods from us, and can only earn the neces- 
sary dollars if we buy more from them. 

3. A maximum, or at least greater, flow of 
goods in international commerce will tend to 
enhance our own thriving economy and at the 
same time stimulate the less dynamic indus- 
tries and economies of friendly nations. 

4. Under free trade each nation will “spe- 
cialize” in production of those things in which 
it has a “comparative advantage” (can pro- 
duce most efficiently) and we shall all have a 
higher standard of living for the trading of 
these advantages. 

First, we might consider for a moment this 
question of meeding more exports. Actually 
any nation, including our own, can be said to 
need exports only to the extent that she must 
import commodities which she cannot advan- 
tageously produce for herself. Since we find it 
impossible, or grossly illogical, to produce our 
own coffee, for example, we must have exports 
in like value to complete the exchange. The 
same goes for numerous other commodities. 
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But beyond this point there is no actual need 
for us to engage in world trade, and in this 
regard the United States is probably the most 
self-sufficient of nations. 

At the present time there is some temporary 
excess of productive capacity beyond our do- 
mestic requirements, and it is quite natural 
for industries so situated to look for markets 
abroad. But in so doing we also imply that 
we must necessarily import commodities which 
we are quite capable of producing for our- 
selves. And while this might provide a merry 
business for the shipping industry, such an 
increased two-way flow of goods would not 
seem to result in any net gain to our over- 
all economy. 


Necessity or Desirability 
of Trade 


In other words, at this point we are not 
talking about actual necessity, but about de- 
sirability. International trade beyond the 
point of actual necessity may, of course, be 
desirable, but such considerations more prop- 
erly come under points 3 and 4. 

Considering international trade exclusively 
from the point of view of our own needs may 


well be regarded as selfish. So we are rightly ~ 


concerned with the needs of other nations who 
are less self-sufficient than we. In any event, 
we hear a good deal from those who favor free 
trade about the desire of other countries to 
purchase goods from us if we would only per- 
mit them to earn more dollars by buying more 
from them. 

I have no doubt that some of this “desire” 
does exist, or that there may be lines in which 
we represent the best or only source of supply. 
But “desire” is a long way from being a con- 
tract, and since the dollar is today the most 
readily exchangeable of currencies it is only 
logical to presume that countries with dollars 
to spend will spend them where they can get 
the most for their money. 

So, in effect, we are being asked to give 
away a portion of our domestic market with 
the hope, but with no assurance, that we can 
develop compensating markets in other lands. 
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This might be a noble move on our part, 
but common sense tells me that it is unwise 
to place one’s self in jeopardy solely in the 
name of nobility. There is some satisfaction 
in nobility for its own sake, but if I am going 
to be noble I at least want to know that I will 
not be flushed down the drain for my pains. 

Thus we move logically into the hypothesis 
that an cxpanded international trade will 
stimulate both our own economy and those of 
other nations. 


How Much Stimulus? 


It seems to me here that the stimulation 
would be very much in inverse proportion to 
the self-sufficiency (or lack of it) of the vari- 
ous nations involved. To illustrate this con- 
tention we might take an extreme and purely 
hypothetical example. 

Let us say that nation A, for some reason 
or other, can produce nothing but cloth. Na- 
tion B can produce everything she needs, in- 
cluding cloth. Obviously nation A must trade 
cloth for the other requirements of life, and 
since she is not now able to trade enough her 
standard of living is low, some of her people 
are unemployed; in short, her economy is 
sluggish. So she says to nation B, “Let us sell 
you more cloth so we can put our people back 
to work and buy more things from you to 
give us a better standard of living.” 

Assuming an agreement was reached, the 
economy of nation A would be stimulated. 
But what of nation B? Since nation B was 
already producing its own cloth, it had to re- 
duce that production when it started import- 
ing from nation A. Of course it was then able 
to increase its production of those things which 
it exported to nation A. But since equal value 
was being exchanged there was no net stimu- 
lation to nation B. There was only the dis- 
ruption of reducing one line of production and 
increasing another. 

It appears to me that the United States, 
being so largely self-sufficient, is very much 
in the nosition of nation B. Increasing our in- 
ternational trade might stimulate other econ- 
omies (and this may be very desirable from a 
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standpoint of the strength and welfare of the 
free world) but we stand to gain more disrup- 
tion than anything else. 


The Question of Comparative 
Advantage 


This has assumed equal efficiency, or equiv- 
alent productive costs, on both sides of the 
trade, and so it is not entirely realistic. To be 
realistic we have to inject the factor of so- 
called comparative advantage, the fourth 
point or argument for free trade—that it will 
permit each nation to specialize in those lines 
in which it is “most efficient” and thereby 
tend to elevate the standards of living of all 
participating nations. 

This is the “ideal” of truly free trade, and 
a good one it is. It is very much the sort of 
thing we have done within our own boun- 
daries. But it should be noted that within our 
own boundaries we operate with a common 
currency, and we are subject to the same liber- 
ties, responsibilities, and controls. Beyond 
our borders it is an entirely different matter. 

The “joker” is that true relative efficiency 
and relative costs of production in terms of 
American dollars are two entirely different 
things. 

If nation A can produce a yard of cloth with 
less input of material or power or labor than 
we can, then she is truly the more efficient. 
We would do well to buy our cloth from her 
and turn our efforts in other directions (as- 
suming there is no need to be concerned about 
cloth in time of war when our imports might 
be cut off.) 

But nation A can appear to be more efficient 
without actually being so. Since we are talking 
about selling in American markets, then we 
must calculate costs in terms of American dol- 
lars. 
Let us assume that we pay a textile worker 
$2 an hour, and that nation A pays a similar 
worker the equivalent of only 50 cents an 
hour. Other things being equal this gives 
nation A a four-to-one cost advantage when 
she competes in the American market. 

Obviously other things may not be equal. 
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Perhaps she requires twice as many man hours 
of labor to produce a yard of cloth. Perhaps 
she requires 20 per cent more power, or has a 
ten per cent higher waste factor. Even so, her 
initial four-to-one advantage in comparative 
labor rates will still make it possible for her 
to undersell us. 

The point is: This is mot truly greater eff- 
ciency. Her “comparative advantage” is based 
not upon efficiency but upon a marked differ- 
ence in average wage rates and standards of 
living. 

Does it make sense then for us to close up 
our truly more efficient industry in favor of 
one which is actually Jess efficient? Certainly 
such a policy would be uneconomic and not 
conducive to the elevation of standards of 
living generally. 


Comparative Wage Rates 


The fact is that European wage rates aver- 
age only 20 to 25 per cent of those paid in 
this country. In many countries the differen- 
tial is even greater. Since the cost of any 
manufactured product is largely labor, this 
means that, without equalizing tariff protec- 
tion, we must be four or five times as efficient, 
or productive, to compete. That is a tremen- 
dously high hurdle, and while we pride our- 
selves on our productivity in most cases we 
just aren’t that good. 

If overnight we could bring about a near 
equality in the wages of labor of the various 
nations, then true efficiency could show itself 
on an international basis and we might then 
be able to move toward the ideal of “trading 
our best skills.” But this cannot be done 
over night; rather, if at all, only over genera- 
tions of time. 

I should like to make one other point clear 
—that I am not designating this low-wage 
competition as “unfair” (although many who 
favor protection so term it). When we con- 
sider the varying histories, economic prob- 
lems, social customs and business practices of 
all nations, I don’t think anyone is in a posi- 
tion to set himself up as arbiter and say, “This 
is fair, but that is unfair.” 


Protecting Our Strength 

I should prefer to put it in terms of a simple 
fact-of-life or problem which we face, and if 
it militates against principles and practices 
which we have come to cherish, then we must 
maintain some means of protecting those 
principles and practices. 

In this country we have not only eliminated 
child labor and the sweatshop, we have estab- 
lished minimum wage laws, unemployment 
compensation and old age pensions. We have 
widely adopted corporate pension and insur- 
ance plans and provided for vacations and on- 
the-job training. We believe these things to 
be good, but they all add to our cost of an 
hour’s labor. 

I am not going to call another nation “un- 
fair” because she has not had the ability, or 
perhaps the inclination, to adopt similar prac- 
tices. But if the fact of this difference gives 
her an advantage over us in business compe- 
tition, and if we prefer our way of doing 
things, then we must have effective means of 
equalizing the competitive advantage and, 
thereby, protecting those things which we be- 
lieve to be right. 

Perhaps this all sounds inherently selfish. 
If it is selfish to believe that our first consid- 
eration must be to keep our own nation strong 
economically and defensively, then I can be 
so regarded: I am human enough that I should 
feel that way even if I did not also believe 
that maintaining our own strength is as im- 
portant to the welfare of the rest of the free 
world as it is to ourselves. 


Importance of Other Policies 


But there is one other matter that particu- 
larly bears mention. The fact that so much 
debate has centered around the question of 
US. tariff policy has tended to over-simplify 
the problem. I have suggested, and the Ran- 
dall report appears to recognize, that no mere 
adjustment of American import duties, how- 
ever drastic, would of itself usher in an era 
of global prosperity and good will. 

It is highly important that we recognize 
this because, with the exception of those who 
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may be actively seeking expanded markets 
abroad, our inclination toward freer trade is 
probably motivated by a human desire to help 
elevate other nations toward our happy 
level of prosperity. We are touched by the 
British worker’s pitifully low meat ration, and 
we feel sorry also for the French worker who 
goes to work on a bicycle instead of in a 120- 
horsepower, six-passenger automobile. 

We should recognize first of all that a tariff 
is only one means of encouraging or discour- 
aging a flow of goods across international 
boundaries. When we go beyond our own 
shores we find quotas, subsidies, cartelism, 
manipulation of exchange rates, and other de- 
vices in common usage. If we are to make any 
moves on our side, they must of a certainty 
be accompanied by a similar easing of such 
measureson the part of others. 

Secondly, we should recognize that one of 
the greatest roadblocks to international trade 
and stability today is the instability, the un- 
convertibility and the unexchangeability of 
currencies. No nation can possibly expect to 
balance its trade bilaterally with each of the 
other nations with which it has commerce. 
Until the world’s currencies are convertible 
into gold, or are at least freely exchangeable 
with other currencies on a realistic, rather 
than an artificially “rigged,” basis really free 
exchange between nations will be hindered. 
And before this can be done there is need in 
some areas for greater stability in individual 
currencies and governments. 


Other Lands, Other Customs 


Thirdly, we should recognize a fact which 
is perhaps hardest of all for us to face: that 
the social and business customs of other na- 
tions are different from ours, and that they in 
many cases have neither the ability nor the 
desire to “be like us.” 

The corporate form of business as we know 
it, for example, is relatively unknown abroad. 
Business tends toward family ownership, and 
the profits of additional efficiency or volume 
tend to flow toward the few rather than being 
shared by workers and numerous stockholders. 
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The business association tends to be an in- 
strument for rigid control of practices and, 
frequently, of material supplies and prices. 
Ours are more in the nature of service and 
educational organizations. 

Foreign societies are more stratified than 
ours, and this is reflected in their industries. 
Management position is largely by virtue of 
inheritance, and rare is the executive who has 
“come up through the ranks.” This results in 
a shortage of capable management people and 
an absence of incentive for the average worker. 

Consumer credit, which has served the av- 
erage American so well, is probably as un- 
desired as it is unknown. It would be difficult, 
for example, to convince a Frenchman of the 
merits of installment buying when his social 
tradition attaches the stigma of disgrace to 
any form of debt. 

These things may seem far removed from 
the question of U.S. import duties, but they, 
and similar considerations, are part of the 
overall problem. And they represent tremen- 
dous and disillusioning obstacles any time we 
start dreaming about a better standard of 
living for the foreign edition of Joe Blow. 


But Not Isolationism 


I do not mean to suggest that we should 
hold with policies that are isolationistic, or 
that we should consider the problem as defy- 
ing solution and crawl into our shell. I do con- 
tend that we should acknowledge the headache 
as being beyond the scope of an aspirin tablet, 
and work toward international policies which 
will work at the roots of the disease rather 
than attempting hasty measures in hope of 
relieving some of the symptoms. 

Most importantly, I contend that it is 
neither sensible nor necessary to lay amy seg- 
ment of American industry on the sacrificial 
altar in a world whose problems are so com- 
plex and whose assurance of peace is so largely 
in doubt. 

If need be we can still afford to give away 
a lot of golden eggs so long as we hang onto, 
and keep healthy and productive, the goose 
that lays them. 
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| American policy is important to the 
United States and to other countries 


United States Foreign Trade 
Policy as Seen from Canada 


VER since I was invited several weeks ago 

to take part in your session on trade policy 

I have been politely wondering what prompted 

this invitation to a Canadian. Perhaps it stems 

from the large amount of good advertising 

which Canada has been getting in your coun- 
try in recent times. 

I hope there was no thought that a Cana- 
dian, in the glamorous way we are sometimes 
supposed to turn up new natural resources or 
large budget surpluses with low tax rates, 
could produce some bright new thoughts on 
the trade problem. 

Nor, I hope, will I be expected to advise you 
on what to do. I realize that Americans have 
an unusual capacity for self-criticism and for 
being interested in the opinions of others, but 
I have also heard it said that there are only 
two kinds of fools in this world—first, those 
who give free advice and second, those who 
take it. I will try to avoid the first error, and 
if my foot slips I will trust in your good sense 
to avoid the second. 

At this point, I must observe the rule of 
full and frank disclosure and tell you that 
Canadians have a deep interest in the subject 
under discussion, although I believe it is, like 
any commercial interest, a wholesome and con- 


About the author— 
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structive interest. Its obvious source lies in the 
5% billion dollars worth of merchandise trade 
business which we do with you directly. Be- 
yond that we have an indirect interest because 
of the 3 billion dollars worth of trade which we 
carry on with overseas countries who in turn 
are customers of yours. 


The Canadian Trade Situation 


In order to complete the disclosure perhaps 
I should go on and outline briefly cur own 
trade situation. One important difference be- 
tween our position and yours is that we do not 
seem to have had any persistent tendency to 
run a surplus, i.e. to buy less goods and ser- 
vices than we sell. Indeed sometimes for con- 
siderable periods we may buy more than we 
sell. Partly this results from the rapid pace of 
our capital development. It also stems from a 
trade policy which I think offers less impedi- 
ment to imports than that of most other coun- 
tries. Our tariff is moderate, we have practical- 
ly nothing in the way of quotas or other quan- 
titative restrictions and our customs adminis- 
tration is designed to give the importer and the 
domestic consumer an even break. 

For many types of manufactured goods 
Canada is the largest import market in the 
world. With one-sixteenth of your national in- 
come, we import about the same amount of 
manufactured items as you do, that is roughly 
3 billion dollars worth a year. With an appre- 
ciably lower standard of living than yours our 
total imports of all merchandise in 1952 were 
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$275 per capita as compared with your $70 
per capita, and incidentally we believe this 
high level of imports helps to give us a higher 
standard of living than we could otherwise 


have. 


Why Is Foreign Trade a 
Good Thing? 

On that note let me begin now by going 
back to fundamentals and considering just 
why foreign trade, like domestic trade between 
or within your 48 states, is a good thing. 

I don’t suppose there are many people any- 
where who would deny the desirability of more 
trade as a general proposition. However, be- 
cause the proposition is so often brushed aside 
when practical decisions are being made I 
suspect we do not often enough remind our- 
selves of the very concrete foundations on 
which the proposition rests. 

You are all familiar with the way in which 
two countries which increase their mutual 
trade both make a net gain from it. Each is 
able to turn out more of the things which it 
produces most efficiently and exchange them 
for more of the things which it can only pro- 
duce less efficiently. Foreign trade, like trade 
between Wisconsin and Pennsylvania or in- 
deed between Madison and Milwaukee in- 
creases the opportunities for firms and their 
employees to specialize in production. It en- 
ables each part of each country to make 
greater use of its special advantages of climate, 
soils and other resources, and its special labor 
and managerial skills. Without foreign trade 
there could be noting like the present degree 
of division of labor and mass production, and 
nothing approaching the present standard of 
living. 


Trade Policies Often Conflict with 
National Interest 


One must conclude then that the benefits of 
foreign trade are as solid and real as anything 
can be on the face of this planet, and that 
expansion of foreign trade is in the national 
interest of every country. 

Yet in most countries, including the United 
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States, we know that actual trading policies 
and arrangements often conflict with this 
national interest. For the United States, the 
Public Advisory Board on Mutual Security, 
reporting to the President last February, has 
documented the sharpness and extent of the 
conflict quite fully and specifically. Some of 
the facts which it records, particularly in re- 
gard to the administration of tariffs, are 
rather hair-raising. 

Judging from my own experience, I doubt 
whether one American in a thousand under- 
stands the many ways and means by which 
goods from other countries, particularly manu- 
factured goods, may be kept out of the United 
States. As the Board’s report observes, many 
goods take longer to pass through the customs 
than it took Columbus to discover America. 
The divergence between accepted trade prin- 
ciples and practice is so great that it is worth 
considering why this should be so. 


The Positions of Consumers and 
of Producers 


When trade barriers are mutually lowered 
by two countries and their trade expands, con- 
sumers in each country gain through some 
lowering of price and increase in the supply of 
the things they want. There has never been 
much argument about this. Where the argu- 
ment may come is over the effect which the 
lowering of trade barriers will have on the dif- 
ferent producers concerned. 

Those domestic producers who turn out the 
increased exports will be better off than they 
were before. Those domestic producers who 
are directly or indirectly in competition with 
the increase in imports may not be as well off 
as they were before, at any rate in the short 
run. 

However, no one can say in advance whether 
such producers would continue to be worse off 
because of the increase in trade. That would 
depend among other things on how rapidly the 
country’s economy as a whole is growing and 
how well the managements in question can 
adapt to changing conditions. Those producers 
who are competing with increased imports 
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may find that these imports only slow up the 
rate of growth in their activity for a time. In 
the long run, they may even be better off on 
balance because the country’s aggregate in- 
come grows more rapidly as a result of the 
increase in trade. 

In talking about the effects of increased im- 
ports, I have referred to “producers” rather 
than “industries” because speaking of an “‘in- 
dustry” being affected gives, I think, an exag- 
gerated impression of what is usually involved. 
With the present scale and organization of 
American business, competition from imports 
usually affects only a few of the many pro- 
ducts of an industry, and even then perhaps 
only the products of its more marginal firms. 
Very often the adjustments which take place 
all occur within the firm itself and only result 
in a small re-orientation of its over-all activi- 
ties. 


Changes and Competition Necessitate 
Adjustments 


I think it is very important to remember 
that the problems of adjustment which some 
producers may face as a result of increased 
imports are exactly the same kind of problems 
which every producer faces all the time in 
your free enterprise economy. 

As bankers well know, changes are occurring 
every day under the spur of competition and 
influenced by such factors as improving tech- 
nology and shifts in consumer demand. These 
changes, and the competition which sparks 
them are regarded as natural and desirable, 
and indeed are the source of all economic pro- 
gress. 

In the process of change some producers 
gain and some lose, in the short run, but it is 
seldom suggested that those who lose should 
be protected from those who gain when both 
groups of producers live within the country. 
Competition is regarded as a good thing in 
itself, something which all must submit to so 
that efficiency or productivity and living stan- 
dards will rise as rapidly as possible. 

However, a different view of the merits of 
competition is often taken when foreign goods 


enter the picture. In this case the spur of 
greater efficiency resulting from competition 
often seems to be regarded as a bad thing, ap- 
parently because it is thought to be competi- 
tion between domestic producers and foreign 
producers. However, since trade must be a 
two-way affair, the issue is still basically be- 
tween domestic producers, with the foreign 
producer only acting as an intermediary. Sup- 
pose that a given country, by raising its tariff, 
reduces the imports of commodity A and thus 
encourages the domestic production of that 
commodity. This will correspondingly reduce 
the ability of foreign countries to buy its ex- 
port commodity B. Thus the encouragement 
to domestic producers of commodity A, arising 
from the tariff increase, is matched by dis- 
couragement to domestic producers of export 
commodity B. 

Trade barriers which are designed to sup- 
press competition from foreign producers have 
the effect of suppressing competitive possibili- 
ties for other domestic producers. Since com- 
modity A needs tariff protection it is pretty 
certain to be less efficiently produced than 
commodity B which can face world competi- 
tion, so that the shift of production from B to 
A, caused by the tariff increase, reduces the 
overall efficiency of the economy and thus the 
standard of living of its people. 


Interested Parties: Action and 
Inaction 


Despite the merits of competition, it is not 
very surprising that those who face increased 
competition where imports are involved often 
react strongly. What is more surprising is that 
exporters and consumers often seem to let 
their side of the case go by default and when 
that happens a lopsided decision is the likely 
result. 

There is an old saying that consumers don’t 
vote, and so far as foreign trade is concerned 
the wide diffusion of its benefits makes some 
degree of consumer inertia understandable. 
However, the apparent weakness of exporting 
pressure groups is more puzzling. Perhaps it 
is human nature to get steamed up more readi- 
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ly over the threat of loss than over the possi- 
bility of gain. Among a thousand people, the 
cries of actual or anticipated pain from the 
one or two who fear they will suffer from a 
proposed increase in foreign trade seem to 
drown out the noises of approval, if any, from 
the two or three exporters who might make 
specific gains out of the deal, and from the 
rest of the thousand who as consumers will 
experience some modest addition to their real 
standard of living. 


Would Adjustment Aid 
Be Desirable? 


Some observers are pessimistic about the 
extent of the influence which exporters and 
consumers will exert on future trade decisions. 
They feel, therefore, that it may be difficult to 
achieve a trade policy which is in the national 
interest, and thus more tolerant of imports, 
unless some way is found of cushioning the 
adjustments which increased imports might 
involve. 

It has been suggested, for example, that 
government assistance should be given to firms 
and employees suffering injury from increased 
imports, in order to help them change to new 
and more profitable lines of work. It is argued 
that this would involve less real cost to the 
nation and less drag on its economic progress, 
than does the present situation where foreign 
trade is often blocked by fear of the adjust- 
ments which it might entail. 

It is true that industries injured by imports 
would have no better claim to such adjustment 
than the makers of buggy whips had when the 
automobile industry got under way half a 
century ago. If, however, some guarantee of 
adjustment help in case of need were the only 
means of achieving tariff reductions or pre- 
venting tariff increases, then in some cases it 
might be regarded as the less undesirable alter- 
native. 

In thinking about this it is useful to recall 
that granting a tariff increase to an industry 
means in effect giving it a hidden subsidy. It 
is the same as if the government put a tax on 
the use of certain articles and refunded the 
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proceeds of the tax on the domestic production 
of those articles to the domestic producers who 
made them. 

If adjustment aid were given as the alterna- 
tive to a tariff increase, the assistance would 
be in the open rather than under the counter, 
and would be given in order to help producers 
shift to more efficient lines of production 
rather than merely to prop up the status quo. 
It might involve less real cost to the nation 
because fear of injury may block the expansion 
of trade where the fear was in fact groundless 
and where no adjustment aid would have to 
be paid. 

On the other hand adjustment aid would 
probably be very difficult to administer. Whe- 
ther use of such a device would be desirable 
on balance still seems to be far from clear. 


What Policy Will The United 
States Follow? 


Will the decisions which emerge from Con- 
gress be compatible with a greater flow of im- 
ports into the United States? This, I believe, 
is one of the great questions of our time. 

There are plenty of observers in overseas 
countries, some with ulterior motives and some 
quite detached, who say that the decisions will 
be for less rather than more trade. This group 
would say, for example, that United States 
tariff reductions of recent years will be with- 
drawn in an increasing number of cases under 
the “escape-clause” provisions of the Recipro- 
cal Trade Agreement Act. They would say 
that the United States will continue to use 
quota restrictions such as were imposed under 
the so-called ‘cheese amendment” to the De- 
fense Production Act in 1951, and more re- 
cently under Section 22 of the Agricultural 
Adjustment Act. They would say that United 
States customs regulations and administration 
will continue to be so complex and arbitrary 
that they can be used to hold up or prevent 
any imports which any branch of American 
industry finds troublesome. In brief, they say 
to potential overseas exporters to the United 
States that it is futile to try for increased 
American busiress—that if any volume of 
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business is built up then the rug will be pulled 
out from under it. 

There are enough recent examples of the 
rug being pulled to make this talk plausible 
and you may be sure that each example gets 
played up for all it is worth. Some overseas 
exporters are at present consciously limiting 
the volume of their shipments to the United 
States for fear of arousing their American 
competitors to protective action. 

Those robust spirits in overseas countries 
who believe that a start must be made in 
breaking out of their trade restrictions do not 
find it too easy to document their faith that 
the United States will play ball. However, 
they know that the national interests of the 
United States and of the overseas countries 
would both be served by expansion of trade. 
They believe the national interests of the 
United States will in fact determine its policy. 
And they can point to a growing number of 
occasions on which the national interest in 
trade matters has been recognized and asserted. 


Important Support for More 
Trade 


In support of this view one might cite the 
Report of the Public Advisory Board on Mu- 
tual Security which I mentioned earlier. Bas- 
ing its findings on the national interest, this 
Board last February made a number of spe- 
cific recommendations designed to permit an 
increase in the foreign trade of the United 
States. It is interesting to note that the report 
was unanimous. Among the thirteen signa- 
tories were the heads of the American Farm 
Bureau Federation, the National Grange, and 
the National Farmers Union, as well as the 
President of the A. F. L. and the Secretary- 
Treasurer of the C. I. O. 

This could mean that arguments in favor 
of restricting imports of some types of agri- 
cultural commodities such as dairy products 
were being outweighed by arguments in favor 
of maintaining or increasing exports of other 
types of agricultural products such as cotton, 
tobacco and citrus fruits. 

It could mean that while individual unions, 
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say in the fishing industry or the watchmaking 
industry, wish to reduce imports, their views 
are being outweighed by those of unions inter- 
ested in the export of, say, automobiles. 

A similar weighing of interests, with the 
balance coming out in favor of expanding 
rather than restricting trade, seems to have 
been taking place within business organiza- 
tions such as the United States Chamber of 
Commerce and the National Association of 
Manufacturers, to judge from some of their 
recent public statements. 

It is of course one thing for exporters to 
recognize their interests, and quite another 
thing for them to press those interests vigor- 
ously in Congress and elsewhere. However, it 
is possible that this may change as it becomes 
more widely apparent that the inability of 
overseas countries to earn dollars will compel 
them to reduce imports from the United States. 

As your foreign economic assistance pro- 
gram tapers off United States exports will have 
to decline unless United States imports in- 
crease. In other words, those industries which 
want to hold down or reduce imports can only 
do so by injuring the export industries. As 
this comes to be recognized there may be 
broader participation in the deliberations and 
struggles over trade policy, with a correspond- 
ingly greater chance that the outcome will ac- 
cord with the national interest. 

If those with an interest in exports become 
sufficiently aroused, their influence could be 
important. From 7 to 9 per cent of total 
United States production of movable goods 
normally is exported. Total United States 
commercial exports of goods and services (in- 
cluding tourist services) were $18 billion in 
1952, of which $3% billion was accounted for 
by the sale of farm products. 


The Significance of United States 
Trade Policy 


Let me finish now, by giving a personal view 
of what hangs on the outcome of your trade 
decisions over the near future. 

So far as the United States is concerned, it 
can be argued that the nation’s income and 
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wealth are so great that it can easily afford 
any reduction in its efficiency and the standard 
of living of its people which would arise from 
a reduction in trade. 

Whether or not this is true of the United 
States, it is certainly not true of most other 
countries. Even in the case of the European 
countries, per capita income and wealth are 
only a fraction of yours, so that the impact of 
a reduction in trade would be proportionately 
much greater. Indeed, most overseas countries 
badly need an opportunity to work away from 
their present debilitating trade restrictions 
rather than to be pushed into further pro- 
tectionism. 

In Canada, I think it is fair to say, your 
coming trade decisions are regarded as being 
of critical importance. As I mentioned at the 
beginning of this talk we have a great interest 
in the economic effects of your policy. How- 
ever, there is even greater concern about the 
possible effect of your trade policies on the 
collective and individual security of all of us 
in this dangerous world. 

If the United States and the other countries 
of the free world were to become more isolated 
from one another in an economic sense this 


would be bound to have its counterpart in 
political affairs. Such a crumbling of western 
political solidarity seems indeed to be Russia’s 
primary objective under her new management. 
The soothing statements and actions of various 
kinds, the attempts to develop trade with 
Western European countries in commodities 
which they cannot sell elsewhere—these and 
many other facets of Russian strategy and 
tactics all seem designed to weaken our efforts 
to organize mutual security. 

It may be that Russia’s strength and stam- 
ina have been overestimated—that she does 
not present any real threat to the United 
States “going it alone”’—but many of us in 
Canada do not believe this is true. Therefore 
we believe that any trade policies which helped 
to divide the free world would be a threat to 
everything we value in our institutions and 
our personal lives. 

You will see, then, why the deliberations 
and struggles over the direction of your trade 
policy are being watched with anxious interest 
by many outside the United States. But if all 
the people in your country who have an inter- 
est in trade can make their voice heard there 
should be no reason to fear the result. 


HOW ALIVE IS YOUR IMAGINATION? 


The latest estimate of population growth in the United States is that there will be 
28 million more e living here in 1963 than at present. What do these figures mean 
to you and your business? Perhaps the following facts will stimulate your thinking. 
From 1930 to 1950 we added 27,912,315 people; so in the next ten years, we are going 
to add as many people as we did in that twenty-year period. Can you picture the develop- 
ment in this country and in your community between 1930 and 1950 and visualize a 
similar development in the next ten years? 
In 1950 there were living in 24 States and the District of Columbia (Nevada, Wyom- 
ing, Delaware, Vermont, New Hampshire, Idaho, Montana, N. Dakota, S. Dakota, New 
Mexico, Utah, Arizona, Rhode Island, Maine, Colorado, Nebraska, Oregon, Kansas, 
Arkansas, W. Virginia, Connecticut, S. Carolina, Oklahoma, Mississippi) 27,287,251 
| ople. The increase in the next ten years in consumers will be equivalent to the popu- 
ation of all of those States today. 
In 1950 the entire population of the prosperous East North Central States (Ohio, 
Indiana, Illinois, Michigan, Wisconsin) was 30,399,368 people. In the next eleven years 
the growth in the United States will probably equal or exceed that total. 
In 1950 the entire population of New England was 9,314,453. Within the next four 
years the increase will more than equal that. 
Can you visualize the tremendous job America has ahead of it to satisfy this additional 
| demand for food, clothing, housing, schools, roads, manufacturing facilities, distribution 


outlets, power, etc.? Watch your Census fi » both nationally and locally. Keep in 
touch with your Commerce Field Offices and their Cooperative Offices located in many 
of the cities throughout the Region for the most up-to-date information on people—for 
people determine markets. 
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| Control of intrinsic human factors would aid 
a further reduction in the accident rate. 


Psychological Factors in 
Industrial Accidents 


NDUSTRIAL safety programs, particularly 
in the larger industries, have an impressive 
record of achievement in the reduction of acci- 
dents and accidental injuries. This has been 
accomplished more by training individuals to 
eliminate or avoid hazardous situations in 
their environment than by specific efforts to 
influence the total personality of individuals 
who might be carrying the potential for acci- 
dent within themselves. The people who are 
concerned with safety are now more and more 
aware of the fact that a concerted effort 
toward the control of intrinsic human factors 
must be made if still further reduction in the 
accident rate is to be realized. 

Dr. Carey P. McCord, consultant in the 
Institute of Industrial Health at the Univer- 
sity of Michigan, and editor of Jndustrial 
Medicine and Surgery, summed up the situa- 
tion in these words: “Currently it is being 
recognized that protective devices and engi- 
neering safeguards have come close to the 
point of diminishing returns; that the presen- 
tation of accident data in terms of frequency 


About the author— 


A holder of two Michigan degrees (A.B., 1928; and 
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rate, per million man hours, degrees of dis- 
ability, severity rate, etc., is more a sifting of 
the ashes than an extinguishment of the fire; 
and that the accident onus lies in the failure 
of the individual to adjust himself to his own 
protection.” 

The time has come when safety people must 
look to the social sciences for help in extend- 
ing their field of influence to include the study 
of personal and psychological factors under- 
lying accident behavior. But a priori socio- 
logical and psychological theory is not enough. 
Much basic research must be carried out on 
the human relations aspect of accidents and 
accidental injuries before effective preventive 
programs can be devised. Interdisciplinary 
research in this area will require the collabora- 
tion of safety engineers with industrial medical 
personnel as well as clinical psychologists and 
psychiatrists experienced in industry. 


Need for Pertinent Information 


In the shift of emphasis from mechanical, 
impersonal, and environmental factors, to the 
personal and individual, there is need first to 
develop a method of gathering pertinent in- 
formation bearing on psychological causation. 
It would be helpful to have some type of stan- 
dardized survey procedure, including a battery 
of questions on psychological and interperson- 
al factors, as a basis for comparative studies 
and proper controls. Tests measuring motor 


coordination should be included in the psycho- 
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logical survey wherever indicated. The record 
systems in medical and safety departments 
need to be reviewed, with a view toward in- 
cluding all pertinent information on emotional 
factors, personality attitudes, and interperson- 
al relationships, as these bear on the accident 
event, 

It is obvious that study of the interrelated 
network of psychological and social factors in 
accidents would require considerable addi- 
tional time and effort on the part of super- 
visors, medical and safety personnel, special- 


- jzed consultants, and statisticians. It is doubt- 


ful if more than a few in the personnel and 
medical staffs concerned with industrial acci- 
dents are capable of carrying out this type of 
research without additional training. Instruc- 
tion in the psychodynamics of human be- 
havior, and some degree of competence in the 
psychiatric understanding of individual ad- 
justment under conditions of stress or sudden 
change, is essential if the assessment of psy- 
chological determinants is to be a truly valid 
one. 


Personality Traits Associated 
with Accidents 


The psychological examination of the con- 
catenation of events and interplay of person- 
ality forces relating to an accident event in- 
volves both short-acting, precipitating factors, 
and underlying or predisposing influences act- 
ing over a longer period, sometimes dating 
back to early childhood. The psychological 
state of the individual who-has sustained an 
accident can be approached first through his 
own report, both immediately after the inci- 
dent, and at a later time, after he has had time 
to reconsider and reflect. If, as is frequently 
the case, another person is involved directly 
or indirectly in the accident situation, whether 
injured or not, a similar record of this person’s 
verbal or other reactions should be made. In- 
formation on the interpersonal relationship 
which exists between the two main individuals 
involved, especially where authority plays a 
distinct role, constitutes an integral part of 
the psychological and sociological analysis. 
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Much controversy exists over the question 
of specific personality traits which predispose 
the individual to accidents, or which are ap- 
parently associated with accident-proneness. 
It is true that certain personality qualities are 
rather frequently mentioned by psychologists 
and psychiatrists as being related in some way 
to accident behavior. It must not be presumed, 
however, that an inventory or check-list of 
such human traits can embrace more than a 
small number of the dynamic elements appear- 
ing on the surface of behavior which may lead 
to accident. No such list can adequately dis- 
tinguish between short-acting, ‘on-the-spot” 
responses, and more deeply seated attitudes, 
motivation, personality deviations, or dis- 
orders. It is certain that much more study is 
needed before any cause and effect relation- 
ship can be presumed on the basis of super- 
ficial personality evaluations alone. 

The following is a partial list of the more 
common personality traits mentioned in the 
literature on psychology in relation to acci- 
dents and accident-proneness: 

1. Aggressiveness 

2. Anger 
3. Frequently in conflict with authority 
4. Lack of attention to job at hand 
5. Attention getting (“show-off”) tenden- 


6. Boredom 

7. Tendency to take chances or risks 

8. Competitiveness, with inability to bear 
being outdone 

9. Discontent 

10. Distraction 

11. Strong ego drives 

12. Excitement 

13. Guilt feelings 

14. Hostility 

15. Being in a hurry 

16. Impulsiveness 

17. Faulty judgment of speed and distance 

18. Dominated by strong drives to over- 
come opposition 

19. Love of power 

20. Unconscious need for punishment (self- 
injury) 
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21. Unwillingness to accept monotony or 
routine 

22. Neurotic tendencies: anxiety, fear, de- 
pression, obsessions and compulsions 

23. Being easily offended 

24. Overactivity 

25. Rashness in action 

26. Rebelliousness 

27. Restlessness 

28. Resentment 

Obviously all health handicaps, physical 
disease or defects, visual and auditory dis- 
turbances, congenital or neurological dis- 
orders, whether or not included in the medical 
survey, may directly or indirectly bear on the 
psychological factors operative at the time of 
an accident. It is well known that physically 
handicapped persons as a group have excellent 
safety records, from which it may be inferred 
that disturbing psychological changes leading 
to accident are less frequent in such individ- 
uals. (This point merits much further investi- 
gation). Difficult of study, but also related to 
psychological alterations are certain physio- 
logical factors such as hunger, loss of sleep, 
premenstrual tension, previous indulgence in 
alcohol, sedatives or other medication, to men- 
tion but a few which fall in the field of psycho- 
somatic medicine. 


Relationship Between Accidents in 
the Home and in Industry 


A recent survey of home accidents, con- 
ducted at the University of Michigan School 
of Public Health under auspices of the Na- 
tional Institute of Health,’ revealed some in- 
teresting conclusions regarding causation 
which might be applied to industrial accidents 
as well. The classification of injuries in the 
home accident study is similar to that used in 
industry, a major injury being distinguished 
from a minor injury in that it incurred expense, 
loss of time from usual activity, or treatment 
by someone outside the home. In industry 
practically all accidents requiring first aid 

*“Investigation and Application of Home Injury 
Survey Data in Development of Preventive Pro- 


cedures.” University of Michigan, School of Public 
Health, 1953. 81 pages. 
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would tend to fall into the major category if 
the same definition is applied. 

Of 386 major accidents reported for indi- 
viduals of all ages in the home accident study, 
psychological factors were revealed in 48 per 
cent. A classification of the responses noted by 
the interviewers who carried out the survey 
revealed the following eight categories of fac- 
tors bearing on psychological causation: 


Hurry 35% 
Not paying attention; absorbed, dis- 
tracted 22% 


Excitement (except hurry and anger) 11% 
Doing wrong thing but knew better .. 11% 
Doing wrong thing but did not know 
better 
Just wanted to do it; don’t know why 8% 
Attention getting ‘showing off” ........ 2% 
It is to be noted that these factors cannot 
be applied directly to the situation in indus- 
try because individuals both below and above 
the employable age range were included in the 
survey. No separate tabulations were made of 
the observers’ as contrasted to the subjects’ 
opinions of psychological cause. Nevertheless, 
the finding that the majority of accidents 
seemed classifiable under the phrase, “Hurry, 
Worry, and Flurry” may well be substantiated 
in industry as in the home. 


Opinions About the Causes 
of Accidents 


Some interesting responses were made by 
interviewees to the simple question, “Now 
what do you think caused the accident?” 
About the same proportion of males as females 
reporting on adult injuries felt that in 51.9 
per cent of cases the injured person was re- 
sponsible. In 32.0 per cent of cases the injured 
person was completely exonerated. Fault was 
ascribed to the environment (which included 
animals) in 21.2 per cent, and was not ascer- 
tained or was unknown in 57.8 per cent. 

Exciting or upsetting circumstances were 
reported for only 17 per cent of major injuries 
to individuals over the age of 15, thus indi- 
cating that the majority of home injuries 
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occur while people are occupying themselves 
with their ordinary activities and household 
tasks. Men and women showed no significant 
difference with respect to this factor. If it can 
be proven true for industrial accidents that 
external circumstances are less at fault than 
changes in inner psychological responses while 
an individual is engaged in his usual and ordi- 
nary work, a new emphasis needs to be given 
in safety training. 

The problem of interpreting the inter-per- 
sonal aspects of accidental injuries opens up a 
whole new field for research. In the home acci- 
dent survey it appeared that another person 
was directly concerned in the accident situa- 
tion in 68.5 per cent of all major and minor 
accidents reported. This value was 75.1 per 
cent for children under the age of 14, and 
57.5 per cent for individuals over that age. 
While adult responsibility for children’s acci- 
dents is generally accepted, it is not so well 
understood that many adult accidents similar- 
ly have distinct interpersonal relationships. 
Research in this area should include such 
aspects as the authority factor, the emotional 


relationship between the two persons con- 
cerned, and the interplay of such mechanisms 
as identification, rationalization, projection, 
guilt, and conscious or unconscious feelings of 
hostility, whether unilateral or mutual. 

In the application of psychological survey 
techniques to industrial accidents, it would be 
wise to include supervisors as members of the 
original planning group, not only because 
their collaboration is essential in practically 
every phase, but also because of the reciprocal 
benefit to them of a better understanding of 
their interpersonal influence as authority fig- 
ures to their employees. 

It goes without saying that industrial safety 
programs could be immeasurably benefitted 
by the feedback from psychological investiga- 
tion of accidents and injuries. The introduc- 
tion of such material would lead naturally to 
the inclusion of basic principles of mental 
health and human relations as an integral part 
of training for safety. Industrial accident pre- 
vention programs are at this time in great 
need of just such revitalization. 


SOCIALISM NOW ON THE DEFENSIVE 


There was a time when competitive free enterprise was on the defensive—even in the 
United States of America. But I for one believe this time has passed. The competitive 
system has accomplished what the totalitarian systems only promised to do. Today it is 
socialism and state ownership that are on the defensive. In the family of free nations 
we see a steady retreat from the trend towards the nationalizing of industry. The evi- 
dence continues to pile up against socialism as a practical way of getting things done. 
The best argument against socialism—it seems—is the actual existence of socialistic 
experiments. They haven’t produced what was lined out in the blueprints. Even in Soviet 
Russia some very important people are looking enviously in our direction and wishing 
they had some of the competitive drive that keeps us moving ahead. A few weeks ago 
I noticed an item in the New York Times that ranks as one of the most unusual news 


stories of the year. 


In this story the Soviet Minister of Domestic Trade was quoted as follows: 
“It must be admitted that capitalist trade has some qualities that should be 
studied here. Owing to competition and difficulties in attracting customers, 


they have developed rather 


methods of organizing trade.” 


These are not the words we would use to describe our competitive system, but coming 
as they do from the top level of the Soviet government, they are very eloquent indeed. 
It is becoming clear to the world—perhaps even to some people who work in the 
Kremlin—that you get abundance where you have a free society of men competing for 
customers, and scarcity where you tie production and distribution to a commissar’s desk. 
—From an address, “Competition in ’54” by L. L. Colbert, 
President, Chrysler Corporation, before the Executives 

Club of Chicago, December 4, 1953 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—During four 
consecutive months bank debits have remained on the $6 billion level. Though much below the peak, 
this level is well above the preceding year and suggests that the decline starting last August has 


slowed down. 
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and does not as yet indicate a reversal of trend. 
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UPPER PENINSULA BANK DEBITS—The decline in activity for the Upper Peninsula is limited 
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POWER CONSUMPTION—Another decline occurred but at a diminished rate. The level is 
slightly below the same time last year. i 
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MICHIGAN EMPLOYMENT-—Employment continued to decline as unemployment rolls mounted. 
No improvement is expected until the scond quarter. 
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| The factors and conditions that control the 


success of an incentive plan. 


The Administration of 


an Incentive Plan 


HAT can management do to put a com- 

pany out in front of its industry? There 
are different ways of looking at this question. 
One very good way is to examine the company 
as a personality. The people and the organiza- 
tion are the most important factors. They pose 
the problems that take up most of top man- 
agement’s time, and they also pose the most 
difficult and subtle problems. In this respect, 
they stand in contrast to techniques. For ex- 
ample, the techniques resulting in the reduc- 
tion of production costs are generally known 
by industry. Most of them can be found in 
current management publications and books. 
If not published they can usually be learned 
by word of mouth or from the grapevine in a 
couple of years. 

One of the best ways to make the company 
personality an aggressive, dynamic one is an 
incentive plan. There is no substitute for stim- 
ulating effort and encouraging initiative. It is 
human nature to want some means of measur- 
ing accomplishment. As a homely example, it 
was obvious that much of the success of my 
boys’ summer camp was due to the trophies 
and medals as a measure of the work of the 
campers during the summer. 
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Moreover, the alternatives to incentives in 
industry—straight wages and salaries—is not 
a bright one. Industry just does not get a full 
day’s work from most straight hourly paid 
people. To get that it needs wage incentives, 

Of course, wage incentives are no guarantee 
of higher productivity and lower costs. In- 
centives frequently come in for a great deal 
of criticism at business meetings, and instances 
of failure are often cited. As a matter of fact, 
when our company made an extensive survey 
of wage incentives in over 300 businesses a 
few years ago, we found that three quarters of 
the plans had developed major weaknesses or 
failed after only about 6 years, on the average. 
But in almost every case, incentive plan fail- 
ures are symptoms of underlying weaknesses— 
for example, faulty work standards or poor 
human relations—that would spell failure for 
any plan to improve production. 


Differences in Incentive 
Plan Success 


Why do incentive plans work in some com- 
panies but not in others? One of the key dif- 
ferences, I am convinced, has to do with the 
administration of the plan. Other aspects are 
important, too, but in this article I would like 
to concentrate on the administrative problems 
because they are so close to this important 
matter of the “company personality.” In par- 
ticular I should like to discuss these ideas: 

(1) Management can co-ordinate the key 
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efforts which are basic to the success of incen- 
tives only if it organizes industrial engineer- 
ing as a management function. 

(2) Industry has come up with but one good 
answer to the tricky problem of how to estab- 
lish a sound basis for the measurement of 
premium pay. 

(3) Supervisors should be covered as well 
as direct and indirect workers. There are cer- 
tain specific criteria to follow in ascertaining 
the amount of supervisors’ incentive earnings. 

(4) With the correct administrative ap- 
proach, management will not have so much 
trouble with employee resistance to change; 
but that approach involves a key principle of 
human relations which not all managements 
are capable of practicing. 


Co-ordination of Standards 
and Methods 


An incentive plan cannot last for long with- 
out sound work methods and standards upon 
which to base premium pay. They are the 
strong foundation, and trying to build incen- 
tives without them is as futile as trying to 
build a house on quicksand. This is one of the 
ABC’s of wage incentives, and every top man- 
agement should know it. 

But how does management establish sound 
standards and methods? That is the adminis- 
trative question. The traditional answer has 
been to hire a couple of time study men to go 
around with a stop watch recording the time 
each operation takes, and a couple of engineers 
to go around simplifying and improving hand 
operations and developing better gadgets. In 
recent years, however, we have learned that 
this will not do. Methods improvement and 
work measurement go hand in hand. Standards 
must be tied to current methods of operation. 

Many executives and industrial engineers 
do not realize this. In almost every company, 
technological change is continuously going on 
—gradually and undramatically but very, very 
surely. Often it is overlooked until it is too 
late; when discovered, the adjustment of 
standards that is called for is too great to be 
assimilated and accepted by the workers. 
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To illustrate, a company with a “machinery 
conscious” management regularly invested its 
depreciation account in new equipment. Over 
a period of about seven years it built up one 
of the most modern plants of its kind in the 
country. Yet its costs did not improve. The 
modernization program seemed to be going 
for naught. As later learned, the trouble was 
that changes in equipment and methods had 
proceeded without corresponding changes in 
standards. When management discovered this, 
the changes that had to be made to bring 
standards up to date were so great that it took 
two years of hard work to complete them. 

The moral, from an administrative stand- 
point, is this: there must be some man whose 
prime responsibility it is to co-ordinate meth- 
ods and standards of work. Moreover, since 
management support for the industrial engi- 
neering job is so vitally important, he must be 
a man who can win the confidence of top ex- 
ecutives, who sees them often, and who by his 
conduct, tact, and willingness to answer their 
questions can keep the cost reduction program 
from dying on the vine for lack of their sup- 
port. This means that he must be an executive 
who is himself a member of the top manage- 
ment team. 

We should think of such a man when we 
think of the chief industrial engineer today. 
This is one of the key concepts of advanced 
management and, in particular, of the modern 
corporate “personality.” 


Paying Incentives 


Next to poor co-ordination of methods and 
standards changes, the payment of incentives 
has been the greatest sore spot in industrial 
incentive plans. 

The trouble begins, as one might expect, 
with the base rates themselves. Incentives ob- 
viously emphasize any inconsistencies that 
exist; with 25 per cent incentive earnings, for 
example, there is 25 per cent more inconsis- 
tency in the comparative take home pay of 
operators who are putting out different meas- 
ures of a fair day’s work. Too often the “yard- 
sticks” by which management measures per- 
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formance are based on the historical record, 
someone’s general experience, or estimates— 
rather than on engineering facts. In such cases, 
management is invariably amazed at how its 
grip on costs has slipped when it wakes up 
some day and sees what has happened. 

To illustrate, during the thirties one com- 
pany adopted standard costs on the basis of 
a study of job cost cards. A few years later it 
decided to change over to an incentive plan 
and brought in an industrial accountant to 
analyze its operations in order to establish cor- 
rect bases for incentives. After the analysis 
was completed, the accountant compared his 
incentive standards, based on the engineering 
facts, with the old standards used for job costs. 
He found that the new standards allowed 71 
per cent less time than the old! And on even 
the new standards, operators were earning a 
25 per cent premium.' This shows how much 
standards that are not based on engineering 
facts can get out of line. 


Setting Sound Standards Is 
Not Easy 


But it is not so easy to base standards on 
the engineering facts as it might sound, and 
this brings us to the practical day-to-day ad- 
ministrative problems again. The facts can be 
pretty tricky to obtain. In the important jobs, 
it takes expert help working under good super- 
vision to obtain them. For instance, in machine 
shops workers handle different sizes and 
weights. If the data about these differences 
are not developed and compared carefully, the 
time study will be thrown way off. And how 
do you rate an operator’s performance, any- 
way? The fact that a job takes, say, one and 
a half minutes means nothing. Was the oper- 
ator highly skilled and fast, or slow and fumb- 
ling? The observer has to use subjective judg- 
ment and adjust his figures accordingly. And 
he must be able to defend those decisions in 
an authoritative way if the union questions 
them. 


*See I. W. Keller, “Standard Cost As A Manage- 
ment Tool,” Modern Management, February, 1947. 
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There is a good answer to this problem, and 
it is the only good answer that industry has 
yet come up with: whether the industrial engi- 
neering department is one man or 50 men (the 
size of the department obviously depends on 
the size of the company), management should 
see that it is a strong department, and that 
the time study work is carried out by top- 
notch talent. 

It does not work to hire a time study man 
off the street. He should be an expert, and he 
should rate the pay of a good foreman. He will 
be worth many times his salary to the com- 
pany; that much is as certain as anything in 
modern management can be. 

There is another point worth making here 
about this matter of the payment of incen- 
tives: Incentives applied to individuals and 
small groups are more effective than those ap- 
plied to large groups. The weakness of the 
large group incentive is the weakness of any 
group operation. The exceptionally able op- 
erator will not show exceptional production in 
a group, for his work will reflect the pace of 
the average operator. Yet his exceptional per- 
formance (and earnings) are needed to pull 
up the production of the average or below- 
average worker. 


Coverage of Incentive Plan 


If company personnel are to operate at 
peak efficiency, they cannot be half on incen- 
tives and half off. Some companies have only 
direct workers on incentive; they do better 
than firms that have no workers at all on that 
basis. Other companies go a step farther, in- 
cluding indirect workers in the incentive plan 
as well as direct; they do still better. But the 
firms that bring supervisors into the plan too 
do best of all. 

The degree to which the incentive worker 
influences costs and productivity varies with 
the effectiveness of the supervision over him. 
The supervisor is the key to maximum success 
of the plan. Therefore, it is only reasonable 
to give members of the supervisory group the 
same opportunity to earn premium pay as the 
workers. As a matter of fact, it pays to apply 
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incentives to all levels of supervision and 
management including the company president. 

In many companies that I know of where 
supervisors had no incentive under the plan 
for assisting operators to earn a premium, they 
felt that they had no reason to care about the 
plan and so did not help. In fact, such a plan 
may be its own worst enemy; in many in- 
stances where incentives have applied only to 
the operators, the result has been to narrow 
the spread between the earnings of the super- 
visor and of the man who works under him. 

In gathering and analyzing the facts for 
paying incentives to supervisors, management 
should be on the alert for two damaging con- 
ditions which reduce the effectiveness of the 
incentive plan: (1) The incentive must apply 
only to those items over which the supervisor 
normally exercises direct control. To penalize 
or reward him for cost variations that he has 
nothing to do with destroys the relationship 
of effort to pay and leads to the eventual loss 
of benefits that might otherwise be gained. 
(2) Variations in cost due to volume should 
be taken into account. The supervisor should 
neither profit nor lose because of the work of 
the sales department. 


Is it Practical to Have Supervisors 
On Incentives? 


But, the reader may ask, is it practical 
from an administrative point of view to have 
supervisors on incentives? Are there objective 
enough criteria? To answer this question, let 
us look at the positive factors which should 
be used as a basis for paying incentive earn- 
ings to foremen, who wield so much influence 
over labor costs: 

(1) Costs increase when a worker produces 
less than 60 standard minutes of work per 
hour, since he is guaranteed his base hourly 
rate regardless of his production. ‘“Sub-nor- 
mal” production is, of course, immediately 
reflected in the cost picture. When it is also 
reflected in the earnings of the foreman, he 
will try harder to correct the situation. 

(2) “Waiting time” is costly. By isolating 
the cost of this time it becomes readily con- 
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trollable. If incorporated in the foreman’s in- 
centive, it will receive the attention it deserves. 

(3) In almost every job there is some 
amount of “set-up.” It is not uncommon to 
find this preparatory work classified as pro- 
ductive. Since set-up is not performed for 
every piece, its effect on unit cost varies. The 
amount of set-up will vary with the ability of 
the foreman to plan the work going through 
his department. If set-up cost is reflected in 
the foreman’s earnings, there will be an in- 
centive for him to keep it at a minimum. 

(4) Foremen should be rewarded for as- 
sistance they can give the industrial engineer 
in setting standards for “day-work” jobs so 
that as many of those jobs as possible can be 
put on incentives. ‘““Day-work” jobs are costly 
to the company because, without incentives, 
the workers let down. 

(5) The success of a foreman in helping 
skilled workers to perform skilled work as 
nearly as possible to 100 per cent of the time 
should be reflected in his earnings. If, for 
instance, a skilled operator gets a truck on 
which to load his finished pieces, he is being 
paid a skilled operator’s rate for an unskilled 
or semi-skilled task. His machine and produc- 
tion tools stand idle while he trucks. The in- 
dustrial engineers and accountants can isolate 
such instances and figure them as an element 
of extra cost. 

(6) The foreman should also be rewarded 
for his success in the supervision of indirect 
labor costs. 

It is practicable to obtain facts such as the 
foregoing if there is collaboration between 
skilled industrial engineers and the account- 
ants. The former can make the factual meas- 
urements, the latter can assemble the necessary 
data from the same records used in determin- 
ing earnings of incentive workers. Thus, the 
payment of incentive earnings to supervisors 
can be put on a sound, workable basis. 


The Impact of Change 


In the administration of an incentive plan, 
management is (or should be) constantly 
coping with change, for technological change 
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is constantly affecting the standards and meth- 
ods upon which incentives are based. 

The return of real competition and the 
“hard sell” has caught many companies with 
their work standards down. During the years 
of sellers’ markets, inefficiencies have crept 
into one plant operation after another, with 
the result that the salesmen are up against it 
_ because production costs and therefore prices 
are not competitive. 

When management suddely wakes up to the 
fact that workers are not putting out anything 
like a fair day’s work, its demand for quick 
action often works in just the opposite way 
from what is intended. For when, in a virtual 
panic, it exercises what seems to be its “God- 
given right” and makes incessant and insistent 
demands for reduced costs, but fails to set the 
stage properly for that accomplishment, its 
demands tend to make dishonest rate-setters 
and dishonest, disgruntled employers. And 
when company people turn that way, there is 
not much hope for incentives. 

The establishment and maintenance of 
sound standards upon which to base an in- 
centive plan must be undertaken not in an 
atmosphere of urgency and haste, but method- 
ically and step by step. In any factory in any 
industry, supervisors and employees accumu- 
late, through the years, various experiences 
that have, for them, stood the test of time. 
They develop traditional judgments as to what 
are the proper working conditions and a fair 
day’s work. Work paces become established 
in their minds as do ways of working and rest- 
ing. While the installation of scientific meas- 
ures may reconstruct and rechannel these 
judgments, a modified network of habits and 
‘ attitudes soon re-establishes itself. 


Overcoming Resistance to Change 


When small changes are made one at a 
time, they can be assimilated; the status quo 
is only somewhat modified. But when many 
changes are made at once, the workers lose 
their sense of familiarity with habits and 


methods, and no stable producing structure 
remains in which understandable changes can 
be inserted. Sweeping changes upset morale 
and human relations, for the workers have 
nothing in their experience to indicate the 
nature of the risks of change. They are afraid 
of the new methods and standards, and since 
they cannot resist them directly (except 
through their union), they do so indirectly, 
Changes that go far beyond the boundaries 
of the workers’ previous experience destroy 
their basis for appraising what will work out 
to their benefit. 

In developing an incentive plan, one unit 
of change at a time makes it easier for em- 
ployees to suspend final judgment until they 
have seen results. The individual changes 
raise individual questions that can be specif- 
ically answered. Understanding is aided by 
the lessons of gradual experience. Employees 
are ready to take the next step without fear. 

It seems to me that this matter of manage- 
ment patience, of readiness to answer em- 
ployees’ questions clearly and honestly, of 
willingness to disclose plans and objectives 
and pertinent information to all supervisors, 
workers, and union officers, is an extremely 
important one. Not all managements are able, 
emotionally or philosophically, to practice 
such attitudes. 

I would never advise those who are not so 
inclined to try incentives—or to give a failing 
plan ‘one more chance.” For incentives are 
not a gimmick but a way of doing business 
with employees. They mean giving workers 
and supervisors a chance to earn premium pay, 
and an understanding of how they can earn it; 
they mean bringing in the very best industrial 
engineering talent to set standards, and letting 
it set standards to the best of its honest ability, 

If management does not like to do business 
with employees that way, it cannot administer 
the incentive plan successfully. No matter how 
good the contractual features of the plan, it 
will fail. The corporate personality is what 
counts. 
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and to the Federal Treasury. 


Michigan’s new tax is of interest not only to people doing 
business in Michigan, but also to other state governments 


something New in Taxation 


NEW breed, whether it be dogs or taxes, 
bears watching. Michigan’s new Business 
Activities Tax appears to be sired by an in- 
come tax and damed by a general gross re- 
ceipts tax.’ The progeny of such a mating is 
something every business man should eye with 
interest, and perhaps a bit of suspicion! 
However, in the word of the Old Testa- 
ment, “There is nothing new under the sun,” 
and the idea fur Michigan’s new tax is not of 
recent origin. One tax researcher traces its 
U. S. origin back to an address before the 
National Tax Association in 1917 by Professor 
Thomas Adams.? In that address, Professor 
Adams propounded what became known 
among tax economists as a “value added” tax. 
The purpose of the tax, as the name implies, 
was to tax the increase in value of product 
added by each producer. The objective of the 
tax was not to tax productivity, but to prevent 
the pyramiding of taxation which results from 
a general gross receipts or turnover tax.® 
* House Bill 353, Public Act 150, effective July 1, 
Gornick—The Michigan Business Receipts Tax— 
Its Basis and Economic Theory—An address by the 
Director of Tax Affairs, Ford Motor Company, De- 
troit, Michigan. 
* The following statement was submitted by Sen- 
ator George N. Higgins, Chairman of the Senate 
Taxation Committee. It appears in the Journal of the 


Senate, No. 82, 67th Legislature, pages 1383-1387: 
“Senate Taxation Committee furnishes the attached 
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No Pyramiding 
In general, a value added tax operates to 
prevent pyramiding by allowing a deduction 
from gross receipts for all purchased items ex- 
cept labor. This on the theory that ihe seller 


general explanation, features and examples of House 
Bill No. 353, the business receipts tax. While the 
business receipts tax is one of the most simple taxes 
to administer, compute and understand, the attached 
are furnished as working examples and general ex- 
planation to assist in a general analysis of the bill. 

“House Bill No. 353, as passed by the Michigan 
Legislature, is designed to raise the revenue needed 
by the State of Michigan by imposing a tax on the 
adjusted income of business conducted in this state. 
* * * 

“The bill recognizes the inequity of incorporating 
in tax base, goods, wares, and merchandise which 
have already been included in the tax base of another 
or other taxpayers subjected to the same tax. It ac- 
complishes its non-pyramiding result by permitting 
each taxpayer to exclude from his tax computation 
taxes other than taxes on or measured by income; 
amounts paid to others conducting a type of business 
which the bill embraces; rent, interest ; cash discounts 
and refunds allowed for returned goods. Each tax- 
payer is granted a personal exemption of $10,000. To 
insure that no taxpayer, because of the nature of his 
business, is less favorably treated than other tax- 
payers, a deduction equal to fifty per cent of his 
gross income is permitted any taxpayer whose costs 
(enumerated above) do not exceed that amount. The 
tax imposed on adjusted income which represents the 
base of this tax act is believed to be the first genuinely 
non-pyramiding gross business revenue tax in any 
taxing jurisdiction. * * * 

“The principal feature of House Bill No. 353 is 
that it eliminates pyramiding of tax. It accomplishes 
this by permitting a deduction for the cost of sub- 
stantially all goods and services which the taxp2yer 
purchases for use in his business. Since his vendor has 
already paid the tax measured by the value of these 
goods in his hands, pyramiding would result if the 
business buying said goods again had to include them 
in the tax base. In short, only the value added to the 
goods by the business purchasing them forms the tax 
base. It is believed this bill represents the first tax 
ae in the United States to accomplish this re- 
sult. 
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of all these items has already paid the tax on 
that product. The cost of labor is not deduct- 
ible because wages received are exempt from 
tax. In the words of the Michigan Department 
of Revenue— 

“On each step involved in the sale of a pro- 
duct or in the rendition of a service, the value 
added at each step is subject to the tax, ex- 
cepting, of course, certain exemptions granted 
by the legislature in an attempt to make the 
tax apply equitably and fairly to all types of 
business activity. By granting each taxpayer 
a deduction for all amounts paid to any other 
business activity, the statute avoids pyramid- 
ing which is the common fault of gross re- 
ceipts statutes.”* 

An example of the pyramiding effect of the 
ordinary gross receipts tax and the remedy 
supplied by the value added tax is given by 
Professor Carl S. Shoup: 

“Suppose that a small raw materials pro- 
ducer sells raw materials for $10,000 to a 
small manufacturer. The manufacturer works 
the materials up into a finished product, which 
he sells to a small wholesaler for $50,000. The 
wholesaler sells the goods to a small retailer 
for $60,000 and the retailer sells them to the 
public for $100,000. What happens under a 
transaction (or gross income, etc.) tax? The 
tax is imposed successively upon $10,000, 
$50,000, $60,000, and $100,000—that is, on 
a total of $220,000. Suppose that these inde- 
pendent concerns are competing with a large 
concern that is vertically integrated, that is, 
which itself performs all the functions of raw 
materials producing, manufacturing, whole- 
saling, and retailing. The large concern pays 
transaction (or gross income, etc.) tax only 
on $100,000. It has a decided competitive ad- 
vantage under (that) tax. Under the value- 
added tax, however, the tax applies to the fol- 
lowing amounts: raw materials producer, 
$10,000; manufacturer, $40,000 ($50,000 — 
$10,000); wholesaler, $10,000 ($60,000 — 
$50,000); retailer $40,000 ($100,000 — 


‘Statement introducing the proposed regulations 
governing the statute. Subsequently deleted in the 
final regulations. 
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$60,000). The total of these taxed amounts is 
$100,000. And the large vertically integrated 
concern also pays a value-added tax on $100,- 
000, since its purchases from other concerns 
are zero.” ® 

In practice, this results in a tax which is 
similar to an income tax, except the taxpayer 
is not allowed to deduct salaries, wages, and 
other payments to or for employees, for it is 
primarily through the use of labor that value 
is added to most products. 

The Michigan tax is levied on all forms of 
business activities.° Salaries and wages re- 
ceived are exempt as are dividends, interest, 
and other income subject to Michigan intan- 
gibles tax.’ 


The Allowable Deductions 


However, the new law is far from a perfect 
example of the value added theory when the 
allowable deductions are examined. It provides 
that the taxable base, called both “adjusted 
gross receipts” and “income” by the Act, shall 
be gross receipts less five items: 

(1) All taxes and any other fees or exactions 
by governmental authority other than taxes on 
or measured by net income; 

(2) All amounts paid to any other activity 
subject to the provisions of this act or which 
would be so subject if located in the State of 
Michigan, for the acquisition or use of prop- 
erty, services, privileges or facilities for the 
purpose of carrying on the activity, except 
property the normal useful life of which ex- 
ceeds one year;® 


‘Illustration from Report on Japanese Taxation 
by the Shoup Mission, Vol. II, p. 197. 

*Sec. 1(e)(f) and (g)—“individual, firm, copart- 
nership, joint venture, association, corporation, or any 
other group or combination acting as a unit.” Exempt 
activities are banks, finance companies, trust com- 
panies, insurance companies, race tracks, charitable 
institutions. Sec. 4. 

"Sec. 1(j), Sec. 4(h)—The Department has ruled 
by publicity release that royalties from sources out- 
side Michigan are not subject to tax. 

*A literal reading of this section would indicate 
that items with a useful life of more than one year 
are not deductible even though purchased for resale. 
However, the regulations provide that the “cost of 
merchandise sold” is deductible under this section. 
Rule 11. The Department has announced it will ask 
amendments to conform the law to the regulation. 
See The Michigan C.P.A., November 1953, pp. 1, 12. 
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(3) Interest and rents paid; 

(4) Cash discounts allowed and taken on 
sales; 

(5) The proceeds of sale of goods, wares or 
merchandise returned by customers when the 
sale price is refunded or equivalent credit 
granted.° 

The Michigan Department of Revenue in 
its liberal regulations has interpreted the fore- 
going to allow deduction of all items commonly 
deducted under the federal income tax law 
except: salary and wage costs, depreciation, 
casualty losses, pension and profitsharing plan 
contributions. Thus charitable contributions 
are deductible though it takes considerable in- 
terpretive work on the second class of deduc- 
tions listed above to reach this conclusion. 
This is especially true in view of the fact that 
in the non-pyramiding theory, contributions 
should not be deductible since the recipient 
will pay no tax. The Department, however, 
apparently has interpreted the words “activity 
subject to the provisions of this act” to include 
charities, because of the fact that the act 
“subjects” them by specifically exempting 
them from tax. 

It will be noted that depreciation, or the 
cost of value added through machinery, equip- 
ment and plant, may not be deducted.? No 
clear explanation of why depreciation should 
not be deductible under the value added 
theory has yet been given. In order to prevent 
pyramiding, the stated objective of the tax, 
it would seem that a deduction for de- 
preciation should be allowed. The manufac- 
turer who sold equipment to the ultimate pro- 
ducer presumably paid a tax on the receipts 
from such sale and the ultimate producer 
should not have to pay again on the receipts 
which the equipment produces.® 


*Sec. 1(1). 

* Regulations Rule 11. 

* Regulation Rule 11. 

*As a practical matter, the deduction is said to 
have been omitted by the legislature because of the 
substantial amounts of rapid amortization allowed 
the many large companies in Michigan by the Federal 
government. Internal Revenue Code Sec. 124A. The 
Department of Revenue intends to use the federal 
income tax returns for checking purposes. 
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As the tax applies to service organizations, 
it was clear to the legislature that taxing the 
whole of their value added would be practical- 
ly the equivalent of taxing their gross receipts. 
This is because the average lawyer, doctor, 
accountant, and engineering firm have little 
to deduct but labor costs and depreciation. In 
order to alleviate this alleged inequity result- 
ing from the strict application of the value 
added theory, the law provides for a 50 per 
cent standard deduction.* If the taxpayer’s 
deductions are not 50 per cent of his gross 
receipts, he may use a standard deduction of 
such 50 per cent. 

In practice, it appears that many manu- 
facturing firms will use this formula. As a 
rough check as to the applicability of the 
standard deduction, add profits, salaries, 
wages, and depreciation, and determine whe- 
ther the result exceeds 50 per cent of gross 
receipts. If it does, the standard deduction will 
be used. 


Computation of the Tax 


The computation of the tax would thus on 
the surface appear to be simple. Returns must 
be filed on the same fiscal year as the federal 
income tax return and the same accounting 
method—that is, cash or accrual basis—must 
be used.® Using the federal tax return, the 
allowable deductions can be determined by 
eliminating the unallowables previously men- 
tioned. Deduct the $10,000 specific exemption 
and apply the four-mill rate, and the tax is 
determined.*® 

Unfortunately, for the accrual basis tax- 
payer, it would not appear to be that easy to 
sort out labor and depreciation from the many 
accounts in which they rest at year-end. Cer- 
tainly the variations in the amount of labor 
and depreciation in the inventory would be 
difficult to determine. Various other accounts 


*Sec. 1 (1)(5). 
*Sec. 5 


*Sec. 2(b), Sec. 4(a) A special rate of one mill 
applies to public utilities which are defined as “any 
activity carried on under rates * * * prescribed 
or on file with a state or federal regulatory agency or 
commission.” Sec. 1(m) 
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such as repairs, advertising, etc., must be 
analyzed to sort out the unallowables. So far, 
the Michigan Department of Revenue seems 
to have met this problem by informally stating 
that insofar as inventories are concerned, 
variations can be ignored and the disallowance 
of labor and salaries made on a cash basis. In 
the alternative, a fixed percentage of inventory 
may be considered labor cost for all years. 

The Michigan law requires returns to be 
filed quarterly. The returns for the first three 
quarters may be based on reasonable esti- 
mates, with the return for the last quarter 
constituting the final return covering the full 
year.” 

The quarterly payments are treated as 
credits against the tax determined on the final 
return. The reason for quarterly return re- 
quirements was the immediate financial need 
of the State of Michigan,* and there have been 
indications that the quarterly return require- 
ment may be lifted once the tax has produced 
sufficient revenue. 

Under the statute, the final return must be 
filed within 30 days after the end of the tax- 
payer’s fiscal year.® As this is clearly impos- 
sible in many cases, the Department has ruled 
that if a tentative return is filed within the 30- 
day period and the tentative tax paid, a final 
return may be filed within 60 days thereafter 
without penalty.’ 


Interstate Transactions 


Like all state taxes, the problem of taxing 
interstate transactions is immediately raised 
by the Michigan tax. The statute provides 
that in the case of “multi-state” businesses 
certain allocations may be applied.” 

The statute nowhere defines multi-state 
business. The regulations provide that, “a 


Sec. 5 

* Statement by Senator George N. Higgins, Chair- 
man of the Senate Taxation Committee, fn. 3— 

“To prevent future periods of financial famine in 
State Government, the tax hereby levied is payable 
in January, April, July and October for the business 
conducted in the quarterly period ending the respec- 
tive months.” 

5 


Department publicity release 
* Sec. 2(b) 
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multi-state business is a business which, in its 
normal course of business activities, maintains 
employees in, maintains a permanent place of 
business in, ships goods to or from, performs 
services in, or otherwise transacts business in 
at least one state or foreign country in addi- 
tion to Michigan”’.* It will be seen that this is 
the broadest possible view of multi-state ac- 
tivities. A business firm qualifying under this 
definition pays tax only on the portion of its 
“adjusted gross receipts” allocated to Mich- 
igan. In the absence of actual figures, such 
allocation for businesses which sell goods is 
based on a fraction, the numerator of which 
is receipts from sales allocable to Michigan 
and the denominator of which is receipts from 
total sales.* Sales allocable to Michigan are 
the sum of: 

(1) Sales of tangible personal property lo- 
cated within the state at the time of receipt 
of or appropriation to the order where ship- 
ments are made within the state; 

(2) 50% of the receipts from sales of 
tangible personal property located within the 
state at the time of receipt of or appropria- 
tion to the order where shipments are made 
to points outside the state; 

(3) 50% of the receipts from sales of 
tangible personal property located without the 
state at the time of receipt of or appropriation 
to the order where shipments are made to 
points within the state; and 

(4) 50% of the receipts from sales of 
tangible personal property not located at the 
time of receipt of or appropriation to the 
order at any permanent or continuous place 
of business maintained by the taxpayer with- 
out the state where the orders were received 
or accepted within the state.® 

Other allocation formulas are provided for 
service and transportation businesses.° 


* Regulations Rule 14 


“See Barnes, D. K., “The Business Receipts Tax,” 
Michigan State Bar Journal, October 1953, p. 31, for 
a discussion as to the requirement for use of the 
statutory allocation formula. The regulation assumes 
that all taxpayers will use such a formula. Rule 14 
Multi-state Sales. 

Sec. 3(1) 

*Sec. 3(3) and (4) 


Michigan Business Revit, 


ts It will be noted that the Michigan corpora- 


ns tion which manufactures in Michigan but as- 
of sembles or warehouses outside of Michigan is 
"= ___ especially favorably treated by the allocation 
- _ provisions. For instance, an automobile com- 
i- pany which produces parts in Michigan to be 
1S assembled and sold in New Jersey, will, in 


effect, pay no tax on this operation since the 


Is the Tax Constitutional? 


In addition, a substantial constitutional 
question may be raised. This question depends 
to some extent on what kind of a tax actually 
is being levied. Opinion differs sharply as to 
whether the tax is a gross receipts tax or an 
income tax. 


is entire sale is allocable outside of Michigan. The Michigan Department of Revenue has 
t's Further, the liberal interpretation of a taken the position that the tax is an income 
- multi-state business is advantageous for the tax and its regulations provide that it is a 
h Michigan taxpayer. No matter how little his “specific tax on business income”.’ In general, 
activity may be in a foreign state, he will be it would appear that the Department has been 
h able to use the allocation formula if he ships wise in claiming the tax is an income tax in 
a his product out of state. The following is an order to sustain its constitutionality. But this 
a | example of the benefit which can be achieved is a difficult position to maintain in view of 
. by allocation: the fact that the law implies that it is a privi- 
)- 
t Company B 
Company A (NOT a 
(Multi-state multi-state 
business ) business) 
e Total gross receipts for period .... $2,500,000 $2,500,000 
‘ Tax base—adjusted gross receipts $1,250,000 $1,250,000 
4 Allocation formula: 
Deliveries from Michigan in- 
f ventories to outstate points .... $2,000,000 None 
1,000,000 
1 Deliveries in Michigan ............ 500,000 $2,500,000 
' Total $1,500,000 $2,500,000 
Total gross receipts ................ 2,500 2,500,000 
f Ratio 60% 100% 
Allocated tax base 0.0.0... $ 750,000 $1,250,000 
, Exemption 10,000 10,000 
| Balance subject to tax ................ $ 740,000 $1,240,000 
Tax at 4 mills ...... $ 2,960 $ 4,960 


However, the regulation will have the oppo- 
site effect on firms located outside of Michigan 
and shipping into Michigan. Under the pres- 
ent rules, the State of Michigan would seem 
to be attempting to tax a foreign business 
even though its sole Michigan activity were 
to ship its product into the state. The prac- 
tical difficulties of enforcement are obvious. 


WWMARCH, 1954 


lege tax, and a tax may be levied though there 
is no profit in the ordinary sense.* 

Even if this view is sustained, the law may 
be subject to attack on grounds of unconsti- 


* Regulations—Explanation. 

*Sec. 2(a)—Cf. Barnes, op. cit. See “A Syllabus 
of the Presentations at the Institute on the New 
Business Receipts Tax,” University of Michigan Law 
School, July 30, 1953. 
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tutionality under the Michigan Constitution 
which the courts have implied prevents any 
form of income tax.® 

If the tax is held to be a gross receipts tax, 
then a number of decisions indicate that there 
will be a limitation on the attempt to tax out- 
of-state shippers proposed by the Depart- 
ment.' Even as an income tax, difficult prob- 
lems may arise as to federal constitutionality, 
especially with relation to the use of the 
proper allocation factors.? 

Similar problems are found in the case of 
service businesses. Here the statute provides 
that the Michigan service industry may use 
the allocation formula only if it has perma- 
nently maintained places of business both in 
Michigan and outside of Michigan. In this 
situation the law sets forth rules which are 
advantageous to the out-of-state concern and 
no aid for the Michigan companies. Here the 
Michigan taxpayers may well raise questions 
of constitutionality.* 

From the foregoing it is clear that Michi- 
gan’s new breed of tax can be expected to have 
all the “bugs” and bottlenecks associated with 


> Gwen White and Prince v. Hemefor, 305 US. 
434(1939); Fisher Blend Station v. Tax Comm., 
297 U.S. 650(1936) 

? West Publishing Co. v. McColgon, (1946) 27 Cal. 
2d 705, 166 P 2d 861, affirm. (no opinion) 1946, 328 
U.S. 823; Redwine v. Dan River Mills, Inc., Ga. 
Super. Ct. 12-12-49; U.S. Glue Co. v. Oak Creek, 
247 US. 321(1918); Underwood Typewriter Co. v. 
Chamberlain, 254 U.S. 113(1920). 

*Adams Manufacturing Co. v. Storen, 304 US. 
307(1938) ; Freeman v. Hewit, 329 U.S. 249(1946). 
Cf. Western Live Stock v. Bureau of Revenue, 303 
U.S. 250(1938)* McGoldric v. Berwind-White Coal 
Mining Co., 309 U.S. 33(1940). 

* Shivel vs. Kent County Treasurer, 295 Mich. 10. 
In this case the court called upon counsel to consider 
and file briefs upon the following questions: “Does the 
act in some respects tax income and is it therefore an 
income tax, contrary to the rejection of such a tax 
by veo vote of the people in 1922, 1924, 1934, and 
1936?” 


a newcomer. It can look for previous experi- 
ence only to Japan, where an American Mis- 
sion under Professor Carl S. Shoup instituted 
a somewhat similar tax in 1950, and to France, 
In both countries it was unsuccessful.‘ 


Will This Tax Spread? 


Michigan’s experience, however, should be 
closely studied. There have been repeated 
reports from Washington that hard-pressed 
Treasury experts were considering such a tax 
as an additional source of revenue. There are 
certain aspects of the tax that would entitle 
it to consideration. It has appeal as a compro- 
mise between proponents of a general sales tax 
and the advocates of raising revenue through 
continued high income taxes. It is, in fact, a 
half-way or compromise tax. The “adjusted 
gross receipts” taxed are neither the taxpayer’s 
gross receipts nor his net income, but some- 
thing in between. From the consumer’s stand- 
point, it has the non-pyramiding advantage, 
and from the politician’s, it is a hidden tax. 

Its critics have pointed out that the tax 
falls most heavily on the type of industry 
which employs the greatest amount of labor, 
and in its Michigan form, the industry which 
requires a large capital equipment. In times of 
unemployment, a tax which increases as the 
result of increasing payroll, will certainly find 
strong opposition. 

American engineering and production in- 
genuity appears to be surpassed only by its 
genius for inventing and collecting new and 
substantial taxes. The value-added tax, a new 
weapon in the collector’s arsenal, is evidence 
of this genius. 


‘The Japanese law was repealed before actually 


going into operation but various “explanations and 
manuals” were issued. The French attempt “bogged 
down in exceptions.’”’ Barnes, op. cit. 
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Recent Publications 
OF THE BUREAU OF BUSINESS RESEARCH 


COMMON STOCK VALUES AND YIELDS 


A Study of Common Stocks os Long-Term Iwvestments with Perticler 
Emphasis on Investment Yields 


. By Wilford J, Eitemen, Ph.D., Professor of Finance, 


School of Business Administration, University of Michigan 

end Frank P. Smith, Ph.D., Professor of Business Administration and Director 
of Business Research, School of Business Administration, University of 
Michigan 


The authors of this study discuss the long-term upward trend of common stock 
price levels and study the results of a plan of investing and reinvesting in 
common stocks over a fourteen-year period, 1937-1950. The market values of 
the accumulated portfolio, and investment yields, are compared with investments 
in bonds, in the securities comprising the Dow-Jones Industrial Average, and 
with the appreciation necessary to maintain pace with the decreasing purchasing 
power of the dollar. 

Price: paper, $2.00; Cloth, $2.50 


THE MICHIGAN BUSINESS RECEIPTS TAX 


ORDERS TO 


t Michigan Legislature in 1953 

By Peter A. Firmin 

| Michigan 

Business The author of this study contrasts the Michigan Business Receipts Tax with 

Report, No. 24 gross receipts and net income taxes of other states and presents issues involved 
in this most recent practical application of the value added theory of taxation. 
The study emphasizes the interstate problem, measures the impact of the tax on 
various business activities, and estimates the revenue producing potential of the 

tax. Special consideration is given to questions of economic theory and equity. 
149 pages; paper, $2.00. 
ADDRESS UNIVERSITY OF MICHIGAN PRESS 

311 MAYNARD STREET, ANN ARBOR, MICHIGAN 


Studies, 
Vol. Xi, No. 3. 
| & 


EXECUTIVE DEVELOPMENT PROGRAM 


July 18 to 
August 14 


ADVANCED MANAGEMENT TRAINING 
FOR BUSINESS MEN 


School of Business Administration 
University of Michigan 


The Program is designed for men of recognized capacity who now 
hold positions at or just below the general management level. Each 
participant should have had a considerable amount of experience and 
executive responsibility. 

Previous formal education is not a requirement for admission; 
openmindedness and intellectual curiosity are more important factors 
in determining a man’s suitability for enrollment. 

The basic objective of the Program is to broaden the understanding 
and appreciation of business functions and of economic forces which 
influence all types of industries. This Program is designed to aid the 
participant through: 

Bes Increasing his knowledge and appreciation of business functions and 
operations in fields other than his own specialization; 


Ben Improving his ability to analyze and solve business problems from 
the viewpoint of his Company as a whole; 


forces which affect the environment in which the modern corporation 


Stimulating his continued study of the American economy and of 


business administration. 
The Study Program includes 
Accounting Financial Administration 
Business Conditions Human Relations in Management 
Economics of Enterprise Production 

Marketing Management 


The enrollment fee is $600. This fee covers tuition, books, and 
supplies, and board and room. It is expected that the enrollment 
fee will be defrayed by each participant’s Company. 

For your copy of a brochure containing additional information, 
write to: 


CHARLES N. DAVISSON 
Director, Executive Development Program 


School of Business Administration 
University of Michigan Ann Arbor 
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